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DATE: SEPTEMBER 24, 2007

DOCKET NO: T-02871A-07-0-94

TO ALL P ARTIES  :

I
Enclose d ple a se  find the  re comme nda tion of Adminis tra tive  La w Judge  Lyn Fa ye r.

The  recommendation has  been tiled in the  form of an Order on:

GLOBAL TEL*LINK CORP ORATION
(ENCUMBER AS S ETS )

Pursuant to A.A.C. R14-3-110(B), you may tile  exceptions  to the  recommenda tion of
the  Adminis tra tive  Law Judge  by filing an origina l and ten (10) copies  of the  exceptions  with
the  Commission's  Docke t Control a t the  address  lis ted be low by 4:00 p.m. on or be fore :

OCTOBER 3, 2007

The  e nclose d is NO T a n orde r of the  Commis s ion, but a  re comme nda tion of the
Adminis tra tive  Law Judge  to the  Commissioners . Considera tion of this  matte r has te nta tive ly
been scheduled for the  Commission's  Working Session and Open Meeting to be  he ld on:

OCTOBER 23, 2007 and OCTOBER 24, 2007

For more information, you may contact Docket Control at (602)542-3477 or the Hearing
Division at (602)542-4250. For information about the Open Meeting, contact the Executive
Director's Office at (602) 542-3931 .
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BEFORE THE ARIZONA CORPOR.ATION COMMISSION

MIKE GLEAS ON .. Cha irma n
W ILLIAM A.  MUNDE LL
J EFF HATCH-MILLER
KRIS TIN K. MAYES
GARY P IERCE

IN THE MATTER OF THE AP P LICATION OF
GLOBAL TEL*LINK CORP ORATION FOR
AUTHORIZATION TO ENCUMBER AND/OR
MORTGAGE ITS  AS S ETS .

DOCKET NO. T_02871A_07-0094

DECISION NO.

ORDER

Open Mee ting
October 23 and 24, 2007
Phoe nix, Arizona

BY THE COMMISSION:

1

2
3 COMMISSIONERS

4

5

6

7

8

9

10

11

12

13 Having considered the entire record herein and being fully advised in the premises,  the

14 Arizona Corporation Commission ("Commission") finds, concludes, and orders that:

15

16 1. On February 9, 2007, Global Te1*Link Corporation ("GTL" or "Applicant") filed with

17 the Arizona Corporation Commission ("Commission") an application for authorization to encumber

FINDINGS OF FACT

18 a nd/or mortga ge  its  Arizona  a s s e ts  a s  s e curity for ce rta in de bt fina ncing a rra nge me nts  up to $250

19 million ("Application").
20 2.

21 March 9, 2007.

22 3.

GTL caused notice of the Application to be published in the Arizona Republic on

On J uly 2 , 2007, the  Commis s ion 's  Utilitie s  Divis ion S ta ff ("S ta ff') file d  a  S ta ff

23 Report recommending approval of the  request for encumbrance  and/or mortgage  of asse ts  as  security

24 for de bt fina ncing of up  to  $250 million  a nd a ls o  re comme nde d GTL be  re quire d  to  procure  a

25 pe rforma nce  bond or irre voca ble  s ight dra ft le tte r of cre dit.

26 4. On September 20, 2007, Staff filed a  Supplementa l S ta ff Re port

27 5. GTL is  a  De la wa re  corpora tion ce rtifica te d to provide  inte rs ta te  a nd inte rna tiona l

28

s/Iyn/telecom/070094encumberassets



DOCKET NO. T-02871A-07-0094

1

2

3

4

se rvices  pursuant to the  authority granted by the  Federa l Communica tions  Commiss ion and provides

competitive  te lecommunica tions  se rvices , e specia lly payphones  and inmate -only se rvices , throughout

mos t pa rts  of the  country. It is  a uthorize d by the  Commiss ion to provide  pa y te le phone  s e rvice s  in

Arizona  pursua nt to a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity gra nte d by Commiss ion De cis ion

5 No. 59429 (De ce mbe r 20, 1995) a nd is  in  good s ta nding with the  Corpora tions  Divis ion of the

6

7

8

9

1 0

1 1

1 2

13

1 4

Commis s ion. GTL is  a  wholly owne d s ubs idia ry of GTEL Holdings , Inc. ("Holdings "), which is

owne d by The  Gore s  Group, LLC ("Group"). The  Group is  compris e d of thre e  De la wa re  limite d

partne rships  with inves tment inte res ts  in the  technology and te lecommunica tions  sectors  as  we ll a s  in

priva te  equity funds . ,

6. GTL plans  to borrow up to $250 million, cons is ting of secured facilitie s  and te rm loan

a gre e me nts , a nd se e ks  Commiss ion a uthoriza tion to ple dge  a nd/or mortga ge  its  Arizona  a sse ts  a s

s e curity for the  de bt. According to the  S ta ff Re port, the  Applica nt will procure  the  propos e d de bt

financing a t favorable  te rms, and a  portion of the  proceeds  will be  used to liquida te  its  exis ting higher

cost debt.

1 5 In a ddition to liquida ting highe r cos t de bt, GTL s ta te d tha t the  propos e d fina ncing

16 a rrangements  will a llow it to achieve  the  following objective s :

1 7

1 8
8)
b)

1 9

20

2 1 c)
d)22

increase  the  ability of Applicant to subs tantia lly expand its  ope ra tions  in Arizona ,
a llow a  one  time  dis tribution by the  Applica nt to Holdings , the  proce e ds  of which a re
a pplie d by Holdings  (i) to pa y a  de fe rre d re de mption a mount on Holdings  pre fe rre d
s tock, (ii) to pa y a  divide nd on Holdings  common s tock, a nd (iii) to contribute  to the
Applica nt's  e quity ince ntive  bonus  pla n, which sha ll be  pa id by the  Applica nt to the
e ligible  employees  pa rticipa ting in the  plan through normal payroll procedures ,
fund potentia l acquis itions , and
provide  Applica nt with the  fina ncia l re source s  ne ce ssa ry to compe te  e ffe ctive ly with
other service  providers  in Arizona . 1

23

24

25

26

According to the  Applicant, the  transactions  a re  sole ly financia l a rrangements  tha t will

not a ffect the  day-to-day opera tions  and will be  entire ly transparent to cus tomers . GTL s ta tes  tha t the

proposed debt financing a rrangements  and transactions  will se rve  the  public inte res t by endiancing its

a bility to  continue  to  provide  uninte rrupte d s e rvice s  a nd a llowing it to  s ignifica ntly e xpa nd its27

28 1 Application, p. 4.

8.

7.

2 DE CIS IO N n o .
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2

1 ope ra tions , the re by incre a s ing compe tition in Arizona .

A.R.S . p ro vid e s  th a t

3

fo re ig n  p u b lic  s e rv ic e  c o rp o ra tio n s  p ro v id in g

c o m m u n ic a tio n s  s e rvic e s  with in  th e  s ta te  wh o s e  p h ys ic a l fa c ilitie s  a re  a ls o  u s e d  in  p ro vid in g

4

5

6

7

8

9

10

11

12

13

communica tions  s e rvice  in  in te rs ta te  comme rce  a re  not re quire d  to  obta in  a uthoriza tion  from the

Commis s ion to is s ue  s tocks  a nd s tock ce rtifica te s , bonds , note s , a nd othe r e vide nce s  of inde bte dne s s

pa ya ble  a t pe riods  of more  tha n twe lve  months . In its  S upple me nta l S ta ff Re port file d on S e pte mbe r

Commis s ion a pprova l.

10.

a uthoriza tion to  e ncumbe r ce rta in  utility a s s e ts . According  to  S ta ff, the  s ta tu te  s e rve s  to  pro te c t

ca ptive  cus tome rs  from a  utility's  dis pos ition of a s s e ts  tha t a re  ne ce s s a ry for the  provis ion of s e rvice ,

the re by pre ve nting a ny s e rvice  impa irme nt due  to  dis pos a l of c ritica l a s s e ts  ne ce s s a ry to  provide

s e rvice .

14 11.

15

16

17

18

19

20

2 1

S ta ff re vie we d  th e  p ro p o s e d  tra n s a c tio n s  a n d  c o n c lu d e d  th a t GTL's  p ro p o s a l to

e ncumbe r its  Arizona  a s s e ts  ma y not inhibit its  a bility to continue  to s e rve  Arizona  cus tome rs . S ta ff

s ta te d tha t cus tome rs  could re a dily procure  s imila r s e rvice s  from a lte rna te  provide rs  in the  e ve nt tha t

the  Applica nt de fa ults  on its  de bt obliga tion Howe ve r, S ta ff note d tha t cus tome rs  ma y s till ha ve

e xpos ure  to  los s e s  to  the  e xte nt tha t the y ha ve  pre pa id for s e rvice  or ma de  de pos its . Accordingly,

S ta ff re comme nde d tha t a ny a uthoriza tion for e ncumbra nce s  s hould a ls o provide  cus tome r prote ction

for pre pa yme nts  a nd de pos its .

12.

22

23

24

25

26

Ba s e d  o n  its  re v ie w o f th e  p ro p o s e d  tra n s a c tio n s ,  S ta ff d e te rm in e d  th a t GTL's

propos a l to us e  a  portion of its  ne w de bt fina ncing to e xtinguis h e xis ting high cos t long-te rm de bt, to

e xpa nd ope ra tions  in Arizona , a nd to ge ne ra te  s ufficie nt re s ource s  ne ce s s a ry to e ffe ctive ly compe te

with othe r s e rvice  provide rs  in  Arizona  is  in  the  public  inte re s t. Howe ve r, S ta ff e xpre s s e d conce rn

ove r Applica nt's  pla n to dis tribute  a  portion of the  de bt proce e ds  to Holdings , its  pa re nt compa ny, to

pa y de fe rre d re de mption on Holdings  pre fe rre d s tock, to pa y a  divide nd on Holdings  common s tock,

27

28
2 Presumably, for those inmate customers with access to only Applicant's payphones, Staff assumes that the correctional
facility will ensure that inmates have alterative access.

9.

3 DECIS ION no.
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1 4

1 a nd to contribute  to Applica nt's  e quity ince ntive  bonus  pla ns . S ta ff indica te d tha t the s e  purpos e s

2 might not be  in the  public inte re s t or cons is te nt with sound fina ncia l pra ctice s . In re sponse  to S ta ff' s

3 conce rns , Applica nt a rgue d tha t the  dis tribution wa s  a  re turn on the  origina l ca pita l inve s te d a nd

4 re flects  the  s trong pe rformance  of the  bus iness , and tha t the  debt provide rs  we re  aware  of the  use  of

5 the  funds  and had concluded tha t the  remaining asse ts  and cash flows of the  bus iness  were  sufficient

6 to se rvice  the  de bt. S ta ff a gre e d tha t the  le nde r is  a  sophis tica te d inve s tor with sufficie nt knowle dge

7 a nd e xpe rie nce  to e va lua te  the  me rits  a nd risks  of its  inve s tme nt. Give n tha t Applica nt's  cus tome rs

8 ha ve  a lte rna te  s e rvice  provide r choice s  to  mitiga te  a ny inconve nie nce  tha t would occur from

9 Applica nt's  ina bility to provide  se rvice , tha t Applica nt's  Arizona  a s se ts  cons titute  only one  pe rce nt of

10 its  a sse ts , and tha t Applicant will be  required to pos t a  bond or le tte r of credit, S ta ff' s  concerns  about

l l the  use  of the  proceeds to pay dividends and for redemption of preferred s tock were  mitiga ted.

12 13. S ta ff re comme nds  a pprova l of GTL's  re que s t for a uthoriza tion to e ncumbe r a nd/or

13 mortgage  its  Arizona  asse ts  a s  security for debt financing up to $250 million.

14. S ta ff recommends  tha t the  Commiss ion orde r GTL to procure  a  pe rformance  bond or

15 an irrevocable  s ight dra ft le tte r of credit, which is  excluded from the  pledged a sse ts , in an aggrega te

in a mount no le s s  tha n the  ba la nce  of cus tome r de pos its  a nd pre pa yme nts . We  a gre e  with  S ta ffs

17 re comme nda tion but will a ls o re quire  the  minimum a mount of the  bond/le tte r to be  $10,000, in

18 re cognition tha t ma ny of its  cus tome rs  a re  inma te  pa yphone  us e rs  with limite d or no a cce s s  to

19 a lte rna te  provide rs . S ta ff recommends  tha t GTL provide  the  origina l pe rformance  bond or irrevocable

20 s ight dra ft le tte r of cre dit to the  Commiss ion's  bus ine s s  office  for s a fe ke e ping a nd file  proof of the

21 pe rformance  bond or irrevocable  s ight dra ft le tte r of credit in Docke t Control.

15. Staff recommends that GTL be authorized to engage in any transactions and to execute

23 or cause  to be  executed any documents  necessa ry to e ffectua te  the  authoriza tions  reques ted in the

24 a pplica tion .

22

25 16. S ta ff s ta te s  tha t a  s e a rch of the  Consume r S e rvice s  da ta ba se  be ginning Ja nua ry 1,

26 2004, through Fe brua ry 2007 indica te s  tha t the  Applica nt ha s  ha d no compla ints , inquirie s , or

27  op in ions .

28 1 7 . Staffs  recommendations, as  modified here in, a re  reasonable  and should be  adopted.

4 DECIS ION NO.
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1 CONCLUSIONS OF LAW

2

4

Applica nt is  a  public  s e rvice  corpora tion within  the  me a ning of Artic le  XV of the

3

The  Commis s ion ha s  juris dic tion ove r the  Applica nt a nd the  s ubje c t ma tte r of the

5 applica tion.

6

7

9

Notice  of the  applica tion was  given in accordance  with the  law.

The  encumbrance  approved he re in is  for the  purpos e s  s ta ted in the  applica tion and is

8 reasonably necessary for those purposes .

5.

10 ORDER

11

12

13

14

15

16

17

IT IS  THEREFORE ORDERED tha t the  a pplica tion  by Globa l Te l*Link Corpora tion  for

a uthoriza tion to e ncumbe r a s s e ts  for s e curity for de bt fina ncing up to $250 million a s  provide d for

he re in, s ha ll be , a nd he re by is , gra nte d, s ubje ct to the  condition tha t Globa l Te l*Link Corpora tion

obta ins  and mainta ins  a  performance  bond or irrevocable  s ight dra ft le tte r of credit a s  s e t forth here in,

which is  excluded from the  pledged a s s e ts , and provide s  the  origina l to the  Commis s ion's  bus ine s s

office  for s a fe ke e ping a nd file s  the  a ppropria te  copie s  with Docke t Control, a s  a  complia nce  ite m in

this  docke t, within 60 days  of the  e ffective  da te  of this  Decis ion.

18

19

20

21

22

23

24

25

26

27

28

4.

2.

3.

1.

5 DECISION NO.



COMMIS S IONERC HAIR MAN
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IN W ITNE S S  W HE R E O F ,  1 ,  DE AN s .  MILLE R ,  In te rim
Exe cutive  Dire ctor of the  Arizona  Corpora tion Commis s ion,
ha ve  he re unto se t my ha nd a nd ca use d the  officia l s e a l of the
Commiss ion to be  a ffixed a t the  Capitol, in the  City of Phoenix,
this da y of , 2007.

DE AN s .  MILLE R
INTERIM EXECUTIVE DIRECTOR

DIS S ENT

DIS S ENT

6 DE CIS IO N n o .
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1 IT IS  FURTHER ORDERED tha t Globa l Te l*Link Corpora tion  is  he re by a u thorize d  to

2 engage  in any transactions and to execute  or cause  to be  executed any documents  so as  to effectua te

3 the  authoriza tions granted here in.

4 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

5 BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.

6

7

8

9

1 0

12

13

1 4

1 5

1 6

1 7

1 8

1 9

2 0

21

22

23

24

25

26

27

28
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S ERVICE LIS T FOR: GLOBAL TEL*LINK CORPORATION

DOC KE T NO.: T-02871A-07-0094

Bre tt P . Fe re ncha k
BING HAM MC C UTC H LLP
3000 K S tre e t no ., S uite  300
Wa s hington, DC 20007-5116
Attorne ys  for Globa l Te 1*Link Corp.

1

2

3

4

5

6

7

8

9

10

11

Chris tophe r C. Ke e le y, Chie f Couns e l
Le ga l Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 We s t Wa s hington S tre e t
P hoe nix, AZ 85007

12

13

Erne s t G. J ohns on, Dire ctor
Utilitie s  Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 We s t Wa s hington S tre e t
P hoe nix, AZ 85007

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28
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